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Tuespay, Marcu 11, 1952.—Ordered to be printed 


Mr. SparkMAN, from the Committee on Foreign Relations, submitted 
the following 


REPOR 


ACCOMPANIED BY APPENDIX WITH HEARINGS 


[To accompany Executive G, Fighty-second Congress, second session] 


The Committee on Foreign Relations, having had under consider- 
ation Executive G, a supplementary extradition convention with 
Canada, reports the convention to the Senate and recommends that 
its advice and consent to ratification be given. 


GENERAL PURPOSE OF CONVENTION 


The pending convention amends the list of crimes which the 
United States and Canada have reciprocally agreed would be honored 
in requests for extradition by changing the language of a convention 
signed in 1900 so that the language will encompass frauds punishable 
criminally by the laws of both countries, especially those which occur 
in connection with transactions in securities. 


COMMITTEE ACTION 


The convention was referred to the Committee on Foreign Rela- 
tions on January 17, 1952. Shortly thereafter the chairman of the 
Senate Committee on Banking and Currency indicated that the Sub- 
committee on Securities, Insurance, and Banking was particularly 
interested in the extradition convention and would be glad to help 
in any way possible in expediting action on it. The Foreign Relations 
Committee considered this offer of assistance on January 29, 1952, 
and on February 19, 1952, the chairman of the Foreiga Relations 
Committee appointed a subcommittee to consider the convention 
in conjunction with the interested subcommittee of the Banking and 
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the convention to the Senate, recommending favorable action thereon 


BRIEF HISTORICAL BACKGROUND 


The Wel ster-Asl burton Treat of 1842 between the I nite | States 
and Great Britain made provision in article X for the extradition of 
hy 
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ISS89, and again in 1960, to make more specific the crimes for which 


each of the parties would grant extradition. When Canada became a 


1,1 


Commonwea!th it assumed the treaty obligations theretofore embodied 
in the Webster-Ashburten Treaty and the amendments thereto. 


The Supplementary Extradition Treatv of 1900, referred to above, 


added to the list of crimes for which extradition may be granted the 
following: 


11, Obtaining money, valuable securities or other property by false pretenses, 
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means, whether such deceit or falsehood or any fraudulent means would or would 
not amount to a false pretense. 


11B ‘Making use of the mails in connection with schemes devised or intended 
to deceive or defraud the public or for the purpose of obtaining money under 
false pretenses.” 

This language enlarges the present treaty coverage by broadening 
the definition of fraud, particularly with respect to fraud in securities 
transactions, and by adding the crime of mail fraud to the list of 
extraditable crimes. 

In answer to specific inquiries, as to whether these provisions will 
be effective in closing the loopholes which now permit these fraudulent 
operations, Commissioner McEntire stated: 


the legal minds of the Ministry of Justice of Canada and of the ap- 


propriate departments of this Government have all considered this, and we 
believe that it does the job, as much as anything cando * * *, I think there 
is still going to be work to be done by law-enforcement officers on both sidés of 


the border. But I do think this will provide a method of implementation of 
those efforts which will be helpful and make a marked contribution. 


COMMITTEE RECOMMENDATION 


The Committee on Foreign Relations has received no evidence of 
opposition to this convention. Its examination of the problems the 
treaty is designed to correct, in collaboration with members of the 
Banking and Currency Committee, leads it to believe that the con- 
vention should be approved in the interests of protecting many 
American investors and of promoting good relations with the Canadian 
people. 


APPENDIX I 


HEARINGS ON EXECUTIVE G, SUPPLEMENTARY EXTRADITION 
CONVENTION WITH CANADA, MONDAY, MARCH 3, 1952 


UNITED STATES SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

Subcommittees of the Committees on Foreign Relations and Banking and 
Currency met in joint session in the Foreign Relations Committee room, United 
States Capitol, pursuant to notice, at 2:30 p. m., Senator John Sparkman pre- 
siding. 

Present from the Committee on Foreign Relations Subcommittee: Senators 
Sparkman and Gillette. 

Present from the Committee on Banking and Currency Subcommittee: Sena- 
tors Frear (chairman), Maybank, and Schoeppel. 

Senator SpARKMAN. Let the committee come to order. 

This hearing has been called to consider Executive G, which is a supplementary 
extradition convention with Canada. Sitting with the Foreign Relations sub- 
committee is a subcommittee of the Senate Banking and Currency Committee, 
which has been interested in following the activities of the Securities and Exchange 
Commission. 

The extradition convention of 1889 between the United Kingdom and the 
United States sets forth the basic crimes for which extradition is granted as be- 
tween the United States and Canada. In 1900 that convention was amended by 
a supplementary convention which added to the list of crimes for which extradi- 
tion would be granted the crime of obtaining money or valuable securities by false 
pretenses. The supplementary convention which is now before us is designed to 
broaden this provision so that’ fraudulent stock operators in Canada who prey 
upon American investors may be brought to this country to stand trial where the 
crime is committed. 
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The files of the Foreign Relations Committee show no objections to the pro- 
posed convention. The witness today is Commissioner Richard B. Mekntire, 
who I[ understand has had a great deal to do in connection with the conelusion of 
this convention. 

Mr. McEntire, we are glad to have you with us. Just take this chair here, if 
you will, and proceed in your own way. 


STATEMENT OF THE HONORABLE RicHarp B. McEntire, ComMMISSIONER, 
SECURITIES AND EXCHANGE COMMISSION 


Senator ScHoreprpet. Mr. Chairman, I might say, if I might at this point, that 
ight Honorable Richard B. McEntire happens to be a resident of the State 
nsas. It has been my pleasure to serve with him, when | was Governor of 
my State, in a number of eapacities and he has discharged himself well and very 
favorably. I merely wanted to point out that he was a Kansan. 

Senator SPARKMAN. I was over in Paris not so long ago, and somebody told me, 
“You know, practically everybody around here is from Kansas.”’ So Kansas is 
spreading out. 

Senator FreArR. I would like to state for the record also that from those of my 
subcommittee we have contacted, including vourself but not Senator Dirksen, 
we are favorably disposed toward Executive G as a subcommittee of the Banking 
and Currency Committee, and at the proper time I would like to offer for the record 
information on the reason for the two committees meeting jointly, or at least the 
Subcommittee on Banking and Currency accepting the generous invitation from 
the Foreign Relations Committee. Pe 

Senator SpARKMAN. Would you like to insert your material or wait until after 
Mr. McEntire completes his presentation? Why don’t we hear from Mr. Meivn- 
tire first? 

Senator Frear. Mr. McEntire knows what this material is. 

Senator SparKMAN. Mr. McEntire, we are glad to have you. You may pro- 
ceed. 

Commissioner McEntire. Mr. Chairman, to start with I will say I am very 
happy to be here. 

As the Chair indicated, this is a matter relating to the supplementary extra- 
dition convention. 

Perhaps a word of explanation would be in order, Mr. Chairman. Appearing 
for the Securities and Exchange Commission and also at the request of the De- 
partment of State and other interested Government departments, we are here 
supporting and recommending the ratification of this convention, as it particu- 
larly relates to a matter that comes perhaps closer to the work of the Securities 
and Exchange Commission than any other agency. 


CONVENTION ENLARGES COVERAGE 


This convention, as the committee no doubt has in mind, enlarges the present 
treatv coverage of extraditable crimes between Canada and the United States by 
enlarging the definition of “fraud’’, particularly relating to fraud in securities 
transactions and by adding the crime of mail fraud. These are the outgrowth of 
negotiations over a considerable period between the two countries, and, while I 
know the committee is very busy and I will try to give it in capsule form, perhaps 
just a word of the background of this problem is in order. 

Immediately following the passage of the Securities Act of 1933 a good many of 
the so-calicd fraud artists from this country went to Canada and started their 
operations there. Likewise, they were joined by quite a number of Canadian 
nationals who set up operations, originally in various places, but for the past 15 
vears almost exclusively in the city of Toronto. They mailed great quantities of 
literature into the United States in an attempt to sell securities on every sort of 
venture that vou could imagine, and adopted a follow-up technique on telephones, 
placing calls literally all over the United States. 

These promotions almost invariably were in ventures that are associated in 
the public mind with rapid and spectacular wealth, principally gold, silver, oil 
properties, and, in recent years, uranium. They took every advantage of the 
fact that highly publicized gold and oil discoveries have been made in the Domin- 
ion of Canada in recent years. The sponsored propertvy—the property that 
they would claim to be sponsoring—was always one that was just adjacent to 
one of these successful developments, notwithstanding the fact that in one situa- 
tion we investigated we found that ‘adjacent’? meant 1,700 miles away. They 
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Commissioner McEntire. Mr. Chairman, before the recess, I think the record 
will show the Chair read an excerpt from an article in a recent issue of the Saturday 
Evening Post. 

Senator SpaRKMAN. In order to identify it a little more fully, I will say it is 
entitled, ‘‘I Sell Phony Stock to American Chumps,”’ by Marcus Verner, as told 
to Earle Beattie, and at the conclusion of the statement you are making now, or 
at this point, if there is no objection, I will insert the article in the record. 

(The matter referred to is as follows:) 


[Article from Saturday Evening Post, January 12, 1952] 
“T Spety PHony Srock To AMERICAN CHUMPS 
“(By Marcus Verner, as told to Earle Beattie) 


“This is the astonishingly candid confession of a confidence man who 
operates his sucker game just inside Canadian law. And, in spite of his 
warning, he says, you may fall for his line tonight, when you take that 
intriguing telephone call. 


“There are about 9,000 men and women in the United States who would like to 
lay hands on me—rough hands, with a rope and a handy branch nearby; or maybe 
an old-fashioned tar barrel with a flock of feathers would satisfy their urge to get 
justice from my hide. United States Federal police, too, would like to put the 
heavy hand on me if they could just escort me across the United States-Canadian 
border from my base of operations here in Toronto, Ontario, because likely they 
have several secret indictments against me on charges of fraud. 

‘““You see, for the past 15 years I’ve sold gullible Americans $1,500,000 worth of 
Canadian mining and oil ‘securities,’ and about $1,400,000 of it wasn’t worth the 
gold ink we used to print the gilt edge. That $100,000 worth which made money 
for a few supremely lucky ones was purely accidental. I never meant to sell any- 
thing but ‘moose pasture’—phony stock—to get-rich-quick Yanks, who are the 
easiest marks in the world because they believe in Santa Claus. Of course, my 
pals and I also sell to other Canadians, but the big market for mooches is south of 
the border, where we drag in some $30,000,000 a vear. 

“T push this useless stock by mail, telegraph, and long-distance phone to a cross 
section of Americans, including, in the past, several judges, many bank managers, 
scores of. lawyers and one police lieutenant in Los Angeles. ‘These ‘mooches,’ or 
‘accounts,’ as we call them, live in all 48 States and Alaska, and often, to raise 
the money, they exhaust their savings, sell their cars, and mortgage their homes. A 
storekeeper in Atlanta I clipped recently borrowed money from a loan company, 
thinking he was going to make a fast profit on a two-bit stock; he’s probably in 
debt now for the next 4 years. One of my salesmen pals loaded 4,500 shares of a 
lead and silver mine stock, worth $1,250, on a man in Bend, Oreg., who wrote that 
he knew gold would be found because he had a vision from God depicting a rich 
V-shaped pocket of gold. It was not even a gold prospect. This mooch invested 
his entire savings. Others lost far more. A Minnesota farmer threw in $1,000 
in cash, mortgaged his farm for $2,500, sold implements and livestock for another 
$1,000, and then sold a chunk of his land for a final $750. We sold him the gold 
shares at 40 cents; they weren’t worth a penny. Literally thousands of American 
families have had their nest eggs plundered in this way, undoing years of patient 
saving and leaving them poverty-stricken. 

“The newspapers and honest brokers call me and my pals on Bay Street— 
Toronto’s equivalent to Wall Street—border bandits, stockateers, buccaneers, 
share pushers, hoodlums, and other unflattering names. We call ourselves 
‘stockees.’ There are about 200 of us still active in the business, working out 
of some 50 ‘boiler rooms’—that’s the term used by Jaymen and writers to describe 
our high-pressure offices, but we call them ‘joints’ or ‘houses’; it’s a house when 
you’re in it, and a joint when you’re outside. Some very sodden, very callous 
guys operate around these stock joints, ranging from the millionaire manipulators 
at the top to the little alcoholic lush on the small-sales end, and we use every 
known method to peddle our moose-pasture shares: lying literature, fake names, 
fronts, greed pandering, psychological bullying and ordinary high-pressure sales- 
manship. 

“Don’t confuse us with the honest brokers, who are in the vast majority, selling 
good Canadian stocks. 

‘Last summer we hit our lowest ebb in years because the Ontario government 
tightened up its regulations and the market was slow, until September, even for 
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good stocks. But for us the heat has been on in more ways than summer and 
we’re soft-pedaling for a while. Last March the Canadian post office banned 
mail service to 27 broker-dealers, underwriters and their employees, but the ban 
was lifted a few months later, after an outery about ‘dictatorial methods.’ And, 
despite what some newspapers say, the Ontario Securities Commission has been 
steadily driving the bad brokers off Bay Street. In the past 2 years 30 brokers 
have ‘blown their tickets’—lost their licenses—some have surrendered their 
licenses ‘voluntarily’ and about 60 others have given up. Another 50 have been 
hauled into court. The Securities and Exchange Commission in Washington 
has also made it warm for us by getting the United States Post Office Department 
to ban mail deliveries to and from the stockees through fraud orders and cease-and- 
desist orders, but we’ve managed to get around that by changing firm names and 
addresses. Then this past summer and fall the Ontario Legislature’s crime 
committee turned the spotlight on phony-stock operations with a new rash of 
headlines that didn’t do our business any good. But the biggest scare of all is 
extradition. Canadian and United States authorities agreed in October to amend 
the Canadian-United States Extradition Treaty so that we stockees could be taken 
across the border to stand trial. However, we hear the deal is still pretty vague 
with plenty of loopholes and red tape, so wealthy stockees can fight it out first 
through the Canadian courts. This heat is nothing new to us, however, and we’re 
just waiting now for a new gimmick to get back in the boiler rooms full blast. 

‘People say, ‘Why aren’t the stock crooks arrested for peddling moose pasture?’ 
It isn’t hard to find us. We operate right out in the open, in offices on Bay, 
Adelaide, Queen, Simeoe, King, and Richmond in downtown Toronto, and we’re 
registered with the Ontario Commission. The answer is that it’s hard to catch 
us in the act. We obey half the regulations, but we become outlaws on the other 
half—mostly the phone calls to mooches, when we make extravagant claims for 
the stock. The commission can’t check easily on phone calls and, even when 
they do nab us and take our licenses away, we dodge in behind a front. That 
is, we get some salesman with a clean re cord to set up as a broker, and we work 
through him. Most of the big men are now using fronts, and as one front falls 
they set up another. 

‘We can defraud people of their life’s savings, but there was nothing in the 
Canadian criminal code to put us behind bars until it was amended last fall. 
Those stockees who went to jail were trading without a license, and that was 
their crime, not the stock they were selling. 

‘“‘As for the stock we handle, who can say whether it’s moose pasture or not? 
All broker-dealers handle issues with big risks in them, and the commission 
doesn’t attempt to pass on the merits of a property—not at least until complaints 
have poured in. They can’t. If they did, they might have condemned Quemont, 
a copper-company long shot in the Noranda area that went from 18 cents to $18 
ina year. Even Imperial Oil drilled 133 dry holes in western Canada over 30 
years until they struck oil at Leduc, Alberta. Our moose pastures are often 
located near rich producers, and have a chance, too—about 1 in 10,000—and as 
long as natural resources are exploited by risk capital in a kind of gigantic lottery 
that makes the Irish Sweepstakes look like penny ante, the public can be invited 
to take a chance. But honest brokers give the buyer a true picture of the chance 
he’s taking and don’t high-pressure him; we tell a pack of lies about the property 
being a ‘sure thing’ and trick him into buying fast. We know how hopeless the 
property is, but the commission can never be sure; they don’t want to rule out all 
long chances, for fear of killing off all ventures. 

“Another thing I want to put straight right now is that my heart doesn’t bleed 
for the mooch who buys this moose pasture. Why? Maybe I’m warped beyond 
hope, but I feel the same way as my stockee pals do about the stupid mark—we 
never call him a sucker; it makes us uneasy—who’s trying to get money for 
nothing—big money. He’s a chump who would gyp me if he could, and when I 
feed him the pitch—sales talk—on the phone, I can hear the greed quivering down 
the line. I can sell the same guy over and over again, even after he has lost 
monevy—like the little mooch in Seattle who told me he couldn’t buy my stock 
until he had consulted ‘a certain party.’ The party was a spiritualist who ad- 
vised him not to buy. But a week later, when I phoned, it was all right with the 
spirit, and he sent me $800 in the mail. IT kept using that spirit for three reloads— 
additional sales—on the Seattle man. 

‘As for the ‘poor widows’ we hear so much about, they don’t deserve to get 
clipped, but most of the stockees I’ve worked with avoid them like the plague. 
It isn’t just seruple 8, it’s a saying in the joints that ‘nobody but a schnook takes 
off ease money.’ ‘Case money’ is money that might bring trouble. Widows’ 
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money is that way, and we don’t like beefs. It takes only one good beef to ‘blow 
your ticket,’ and we figure the value of a salesman’s license at $1,000,000, even 
though it costs the salesman only $25 to take it out. No; the greed and stupidity 
of the average mooch make him fair prey in my book. If Americans are warned 
off from buying moose pasture by reading this article, then it’s incidental. Per- 
sonally, I believe the Yankee mark will fall for my pitch 5 minutes after he has 
put down this Post article, if I call him by phone from Toronto. I believe marks 
are that dumb.” 


ADEQUACY OF TREATY 


Commissioner McEntire. Very fine, Mr. Chairman. I am, of course, familiar 
with that article. 

While I would like to make some general observations in a moment about the 
present status of the situation, may I suggest at this point that I think the follow- 
ing ought to be considered in appraising the quoted comment. 

In the first place, I rather believe that the wish is the father of the thought with 
respect to the limitations that may be imposed upon the operations of this pro- 
posed convention. 

In the second place, I think that it is apparent, as I will point out in a moment, 
that the mere fact of the conclusion of the negotiations, the successful conclusion 
of the negotiations, has already had an effect upon the traffic, and a very marked 
effect upon it. 

In the third place, let me say that the legal minds of the Ministry of Justice of 
Canada and of the appropriate departments of this Government have all con- 
sidered this, and we believe that it does the job, as much as anything can. 

Senator SparRKMAN. In other words, you think you can pretty well assure us 
that those loopholes are not there, and you can catch them and bring them here 
for trial? 

Commissioner McEntire. We believe that we can. Now I don’t want to make 
it sound too simple. I don’t think that this is the ‘‘be-all’’ and “‘end-all” of the 
problem. I think there is still going to be work to be done by law-enforcement 
officers on both sides of the border. But I do think this will provide a method of 
implementation of those efforts which will be helpful and will make a marked 
contribution. 

Senator Gittette. Mr. Chairman, may I ask a question here? 

Senator SPARKMAN. Senator Gillette? 


ORIGINS OF EXTRADITION TREATY 


Senator G1iLLeTTe. I am very much interested, of course, in your purpose, and 
strongly in favor of it, but there is a question I want to ask. This amends a 
treaty that was negotiated in 1900 between the United States and Great Britain. 
What is the position of Canada, which has changed its status between 1900 and 
the present time, 52 years later? What is the legal effect of an amendatory agree- 
ment between Canada and the United States as affecting the treaty between Great 
Britain and the United States? 

Commissioner McEntire. Senator Gillette, let me start out by saying that 
this is technically an amendment to the Webster-Ashburton Treaty between 
England and the United States of 1842, not just 1900. That has been the basic 
arrangement between the two countries. 

As we all know, the Webster-Ashburton Treaty was primarily settling boundary 
lines, but they did throw in extradition for murder, piracy, and a few other things 
in connection with it. It has been supplemented from time to time by subsequent 
amendments defining other offenses for which extradition can be had. 

Now, when the Dominion of Canada became an independent—— 

Senator GILLETTE. Commonwealth. 

Commissioner McEntire. Commonwealth; it assumed the treaty obligations 
that had theretofore been embodied in the Webster-Ashburton Treaty, and they 
have continued to recognize those to this date. Ever since Canada has become 
an independent Dominion or Commonwealth, that has been the treaty which has 
governed the relationships in these matters between the United States and the 
Dominion of Canada. 

Senator GILLETTE. It is your legal opinion, then, that the United States and 
Canada, the Commonwealth of Canada, could, by acting independently of Great 
Britain, amend this treaty? 

Commissioner McEntire. Yes, Senator. 

Senator GILLETTE. And it would be binding on Great Britain? 
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Commissioner McEntire. Not on Great Britain, but it would be binding on 
Canada. That has been the modus operandi of our extradition relations with 
Canada ever since Canada became an independent Dominion. 

Senator Spare MAN. I suppose when Canada became a Dominion, an inde- 
pendent Dominion, it simply inherited all of the rights that had been handed 
down by previous treaties and agreements executed by the United Kingdom on 
her behalf. 

Commissioner McEntire. That is correct, Mr. Chairman. 

Senator GiLtLerTe. Is there a separate document that effected that? Do you 
know whether or not when the status of Canada was established that there was 
a separate agreement between the mother country and Canada as to her assump- 
tion, or being subrogated to Great Britain’s obligations under this treaty? 

Commissioner McEntTIRgE. Yes. 

Let me put it this way, Senator: To start with, of course, I must say that, 
while I am a lawyer, I do not hold myself out in the ordinary context to be an 
international lawyer in connection with treaty matters. However, we have con- 
sulted, of course, closely with the legal adviser’s office of the Department of State, 
and they have assured us, as has our independent checking, on this matter of the 
regularity of this method of procedure, and this was adopted at their suggestion 
and instructions. 

Senator GitterTe. And that is their legal opinion? 

Commissioner McEntire. That is their legal opinion. 

In addition to that I have with me today, not only on this appearance but in 
connection with all of these very troublesome Canadian matters, Mr. Milton P. 
Kroll, assistant general counsel for the Securities and Exchange Commission, 
who has been responsible for the basic legal research from our standpoint, and 
he advises me that that is the exact legal situation. 

Senator GitteTTE. I make no pretense of being an international lawyer, but 
the question came up in my mind in connection with this, and I assumed that 
the legal ground had been thoroughly explored. That is why I asked the 
question, so it could be part of the record. 

Commissioner McEn TIRE. I am quite confident, Senator, that it has been. 
I will join you and say that up until I got into this matter I made no pretext of 
being an international lawyer either, and I appear specially and in a limited 
connection in that regard now 

Senator GrtLerre. That is all, Mr, Chairman. 

Senator SPARKMAN. Have you any further statement, Mr. McEntire? 

Commissioner McEntire. The only further thing I would like to say about that 
article, Mr. Chairman, is the fact, as again I want to point out to the committee 
in a moment, that certain supplementary arrangements between the securities 
administrators of the various Provinces of Canada and ourselves, and on behalf 
of the United States, will, I think, further implement this matter in particulars 
that I am sure the committee will be interested in, but I would like to take them 
up in context if Icould. It is for those various reasons that I am satisfied that the 
doubt expressed by the author of this article is not too well founded. 


ATTEMPTS TO PROTECT INVESTORS 


I believe I had pointed out that in facing this problem we had attempted to do 
everything and anything we could to meet it, with very limited success. One of 
the things we looked to, of course, was the extradition machinery that existed, 
and I want to say that such extradition machinery is seriously limited. It is 
quite comprehensive so far as dealing with the crimes enumerated, but it is a rather 
sharply restricted list of crimes. 

The only one that seemed at all possible to use was the crime of false pretenses. 
Now let me point out right here that false pretenses just are not the modern up-to- 
date way of committing securities frauds. The crime is almost an archaic one; 
it relates to misrepresentations of present or past facts, and largely securities 
frauds deal with future facts. Misrepresentations concerning the ambitions, the 
things that are to be done, and the things that are to come into being, are the 
meat and fiber of securities frauds. 

However, one notable attempt was made to use the limited crime of false 
pretenses. That was a case re Lamar, which was finally decided about 1940. 
That was an offense involving a total loss to American investors of about $100,000. 
An attempt was made to see what portion of that offense—or, wait a minute; 
may I parenthetically say that a codefendant of Lamar was apprehended in the 
United States. He pleaded guilty and was sentenced to 3 years in prison. But, 
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POSTAL FRAUD ORDERS 


One of the methods used to try and slow this down has been postal fraud orders, 
and the Securities and Exchange Commission has referred a great many of these 


matters to the Post Office Department Jetween fraud orders and fictitious- 
name orders, which I will mention in a moment, in the past 3 or 4 years, or several 
vears, there have been approximately 100 issued against various persons. We 
have had wonderful cooperation from the Post Office Department in this regard, 
but unfortunately we have had only limited success with that approach. 

In the first place, essentia we have got to lock the barn after at least some 


of the horses have been stolen, because that is the only way we find out about it 
and are able to make a case as to misrepresentations and fraud so we can refer 


‘ 


it to the postal authorities and furnish sufficient proof to warrant action. 


In the second place, the Post Office Department makes up mail in this country 
for Canada in so many different places that is is almost a superhuman task to 
police it properly, to see that st the mail addressed to the names and the ad- 
dre: listed on fraud orders are caught and that all of such mail is caught, 
heeause there are mail clerks all over this country making up mail for Canada, 
and it is a terrific problem to police it. 

In the third place, they have been very, very clever up there in becoming 
“quick change” artists, so to speak. Thev will change the names on the return 
envelopes; they will change the addresses, and every time there is such a cbange 


we have to catch up with the change, refer that to the Post Office Department, and 
get a fictitious-name order in effect supplementing the original fraud order issued. 
So that while these procedures have been a help, and have to a degree put some 


crimp in the operations, it has not answered the problem. 
PUBLICITY 
The next thing we did was to resort to publicity. We preached what we some- 
times referred to as the gospel of the 3-cent stamp, saving, “A 3-cent stamp or a 
nickel phone caii may save vou a lot of money. Get in touch with the SEC: 


cet in touch with vour Better Business Bureau, vour State securities administra- 
on, vour chamber of commerce—somebody.’’ And that has had a considerable 
effect The newspapers have been very cooperative in handling this, and we 


have had a great deal of fine educational work done by the newspapers. 


1 


EDUCATIN INVESTORS 


Senator SPARKMAN. What about the banks? 

Commissioner McEntire. Well, the banks have been helpful where we can 
get folks to gotothem. That is the problem. 

Senator SPARKMAN. I had in mind that they could be‘helpful by use of ad- 
vertising. 

Commissioner \[cEntrre. We have discussed that with the Federal Reserve 
System and I think we have talked to the American Banking Association once 
or twice about it Bankers are by nature very conservative people and they don’t 
like to engage in too many of these activities, fearing that they are treading on 
ground they don’t know too much about, and while we have had some help from 
them I must say, Senator, that that has not been overwhelming. 

Senator Frear. But there would be no objection, as I see it, if the banks— 
any commercial bank—could put in advertising a general warning to anybody that 
might read it, or their customers, saying, “‘Before you*purchase anything, give 
us a call and we will be glad to advise you.” 

Commissioner McEntire, Certainly there would be no objection on our part 
to that, Senator, and, as I say, there has been some help there. They have done 
much informally, but as a regular program there has not been too much that we 
have been able to work out with the banks. . 

I mentioned the newspaper publicity. I think it is only fair to say that one of 
the outstanding jobs done on that was by the then St. Louis Star-Times, which is 
now merged with one of the other papers. Two of their men, Richard Lewis and 
Harry Wohl, did a series of 14 articles, entitled “Suckers in Swindle Land,” and 
they not only published them but they made them available to any member of 
the Associated Press or United Press. They printed them up and gave them 
free distribution. This series had a tremendous effect on the situation. 

In addition to that we have had magazines that have published articles about 
it; radio, radio commentators, State Security Administrators, Better Business 
Bureaus; all of those entered into a publicity and educational campaign that has 
helped quite a bit. 
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LIAISON WITH CANADA 


Then, in addition to that, we established and worked quite diligently on a 
liaison with Canadian officials. Let me say at the outset that Canadian officials 
interested in the matter are primarily Provincial officials, because securities 
regulation in Canada is administered on the Provinciallevel. There are Dominion 
laws governing crimes relating to securities, but the securities regulation, as I say, 
is done by the Provinces. There is no comparable agency to the Securities and 
Exchange Commission on the Dominion level. 

I think we did quite a bit to eliminate some misunderstandings and to exchange 
our views and to get the Canadian officials really sold on the fact that we were in 


dead earnest about this and that something had to be done. As a result of that 
I believe that there has been a very marked improvement in Canadian enforce- 
ment. The problem, as I indicated, has been largely, if not solely, at least in 


recent times, with the Province of Ontario. Ontario has tightened its regulations 
materially and it has put a good many of these p ople out of business. 

Again, Mr. Chairman, you remember in that article that vou just placed in the 
record there is discussion about the thing they fear most is “blowing their ticket”’ 
which means that the Ontario officials revoke their license to do business or their 
salesmen’s registration. 

On the other hand that has not been entirely satisfactory, because it has been 
represented to us, and I have no reason to doubt it at all—and I claim to be less 
of an expert on Canadian law than I do on international law—that there is a cer- 
tain limitation upon their ability to deal with the problem fully because of con- 
stitutional restrictions on the activities of the Province. 

I think the results of these various attempts at a solution have been a very 
considerable degree of success. I am informed from the best authorities that 
we can get it, and we of course have facilities for knowing a good deal about what 
is going on up there, that as of this moment the illicit business, the business con- 
ducted by this so-called fringe group, is at the lowest ebb that it has been at 
any time since the situation arose. That does not mean it is eliminated entirely 
but, frankly, all of these things working together seem to have erected some- 
thing of an economic blockade on these operators. Their business is not profitable 
as of this time, and most of them for the moment are not active. 

That does not mean that they are not there, and it does not mean that they 
cannot go back into business, but right now their returns aren’t justifying their 
outlay, and of course these mailings and the telephone use are tremendously 
expensive. They are just not getting enough ‘“‘take”’ from it to make it profitable 
for them to operate, and the restrictions from the Province regulators are closing 
inon them. I further think that the threat of this treaty has helped since there 
was a noticeable falling off of it just as soon as it had been signed. Previously 
they had been very blithely assuming that we just couldn’t get it done; that they 
were sufficiently powerful that politically they would make it impossible to get 
a treaty signed, let alone ratified. 


EFFECT OF CONVENTION 

When it was signed, when it was sponsored by the Minister of State for Ex- 
ternal Affairs and the Minister of Justice, and backed by the entire Cabinet, it 
came as a very rude shock to a lot of these fringe operators. 

So the result is that while we have quite a bit of success at the moment, the 
results so far are simply palliatives. It isn’t the final answer, and I think if this 
convention is not ratified that sooner or later we will be faced with it all over 
again. For through everything that we have done, it has become increasingly 
clear to us that the only permanent solution was extradition arrangements which 
would afford a maximum of protection to the American investors with the least 
possible interference with legitimate Canadian enterprise. 

3ecause we did so feel we reexamined the extradition aims that we had, and 
notified the Canadian officials that we desired to confer with them further in that 
connection, When we reexamined our aims we found that the common denomina 
tor in these cases was fraud. tecistration violations are troublesome, yes, but 
they do not present a really significant problem, and they are not the place where 
the real damage is done to the American investor. Consequently, in taking the 
matter up with the State Department, the Department of Justice, and the Post 
Office Department, we at the Securities and Exchange Commission thought we 
should limit our requests to fraud in place of the rather wider ones we had asked 
for in 1942, to which the others agreed. 

Again I can savy we have had wonderful cooperation not only from the Post 
Office Department and the Department of Justice, but from the Department of 
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and have discussed the problem with them and told them that we were considering 
making this chance. We have for the first time secured from them, from all of 
of the tO Provinees of Canada, an uncerstandine that if the nationals were 


afforded this so-called short form of recistration, they would seek to implement 





our arrangements by seeing to it that no one sold in this country without takine 
advantace of that method, and that they would in effeet, throu ancillary means 
at their eommand, belp stop this thin . 

If they will do that, and if they are able to do it, | want to say that I don’t think 
it will be necessary to extradite very many people. I don’t think we will have to 
use this very ofien. But at the same time I think it is a necessary provision of the 
extradition arrangements so it will be available when necessary and so as to make 
it possible for us to give consideration to this short form registration for Canadian 
issues. 


CANADIANS DAMAGED BY FRAUDULENT OPERATIONS 


I can’t help feeling that I should say just this one additional word. There has 
been not only a great deal of damage to American investors as a result of the 
operations of this fringe group but also I believe, there has been tremendous 
damage to legitimate Canadian enterprise. In everything that we of the SEC 
have said we have tried to point out that this is a fringe group, that this is not 
typical of legitimate Canadian enterprise or of the legitimate Canadian securities 
dealers. But unfortunately the distinetion has largely been lost, | am afraid, upon 
many people. The net result is that there is today a distrust in this country of 
Canadian enterprise, of Canadian securities, of Canadian stocks. 

Now, proper as that distrust is with the kind of ‘securities’? we have been 
talking about, at the same time it is unfortunate, because there are many legiti- 
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mate promotions in Canada. Canada has, as we all know, a tremendous store- 
house of natural resources that we must see are developed. 

Senator SPARKMAN. Is it your contention that our approval of this might have a 
helpful effect in restoring confidence in the legitimate Canadian investment? 

Commissioner McEntire. Very muchso, Mr. Chairman. That states it much 
better than [ could. That is precisely the thing that I think the best interests 
of both countries require. Canada is the one place that natural resources can 
come from where under no circumstances are we going to have to be worried about 
transportation difficulties; we are not going to have to be worried about a sub- 
marine menace; we are not going to have to be worried about any of the other 
things we learned through bitter experience in World War II when our supply of 
natural resources imported from other nations were almost choked off entirely. 

Now here we have geography on our side. This is the one place that we can 
get natural resources without being vulnerable to external attack. They have a 
wealth of them up there. It has been said many times that Canada is on the 
eve of her century, and I think that is literally true. They have got to have money 
to develop it. There are not sufficient available funds in Canada to do that job. 
The American people are hungry and anxious to do it. Witness all the tremen- 
dous sums that have gone vp there in these flimflam games. 

I feel very strongly that from the standpoint of a securities regulator, expediting 
and regularizing the flow of capital across that border on grounds that are fair 
to the investor as well as fair to the prospector and developer is something that 
is decidedly in the publie interest. 

Senator SpARKMAN. And you think this would do that? 

Commissioner McEntire. We believe that it would. For that reason, Mr. 
Chairman, we heartily recommend that favorable action be taken in connection 
with this convention. 

Senator SPARKMAN. Thank you, Mr. McEntire. 

Since the two subcommittees are here together, I will say that the subcom- 
mittee representing the Foreign Relations Committee will report Executive G 
favorably to the full committee. 

Senator Frear. Iam sure that the subeommittee of the Banking and Curreney 
Committee is very glad to hear that. I believe our committee will also agree 
to the convention. 

I would like to suggest that vour committee take that into consideration, 
that the subeommittee of the Banking and Curreney Committee made that 
report to you. 

Senator SPARKMAN. We will do that. Do you intend to report it to the full 
Banking and Currency Committee tomorrow? 

Senator Frear. Yes; providing it is agreeable to you and to Senator Schoeppel. 

Senator SPARKMAN. I hope we will be able to report to the full Foreign Relations 
Committee at its next meeting. 

Senator Frear. So far as the subcommittee of the Banking and Currency 
Committee is econeerned, I want to thank you and your subcommittee, and the 
witness, for the very fine manner in which he presented this treaty to us. 

Senator SPARKMAN. I appreciate the fact that our subcommittee could sit 
with vour subeommittee. 

These items supplied by Senator Frear will be inserted in the record at this point. 

(The following were presented for the record:) 

JANUARY 22, 1952. 
Hon. Tom CONNALLY, 
Chairman, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 

Dear Tom: Allen Frear, who is chairman of our Subcommittee on Securities, 
Insurance, and Banking, has discussed with me the attached self-explanatory 
letter concerning the Canadian supplementary extradition convention. 

As chairman of the Committee on Banking and Currency, I have agreed to 
forward Senator Frear’s letter for your consideration. If we can be of any assist- 
ance in expediting action on the convention, please let us know, 

Sincerely yours, 
ry Burnet R. Maypank, Chairman. 


‘JANUARY 22, 1952. 


The Honorable Tom CoNNALLY, 
Chairman, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 
Dear Senator: It is my understanding that there has been transmitted to 
your committee a supplementary extradition convention which was signed on 
October 26, 1951, by the Governments of the United States and Canada. The 
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new convention adds to the list of crimes for which extradition will be granted 
between the two countries. It is the outgrowth of lengthy negotiations had in an 
effort to find a practical and effective means of stopping certain illegal and fraudu- 
lent trafficking in securities across the international border. 

As the subcommittee of the Senate charged with supervision of the Securities 
and Exchange Commission, we, in the past have interested ourselves in the 
problem that provides the background for this convention. It has been a most 
serious problem from the standpoint of public investors and has represented one 
of the most important and perplexing enforcement matters to confront the Com- 
mission in the last decade. 

From the reports made to us by the Securities and Exchange Commission, it 
appears that, for some years a fringe group of stock promoters, operating from 
Toronto, Canada, have sold vast quantities of stock to our citizens in violation of 
our laws. This small group—which is not representative of the Canadian securities 
industry generally, but which nonetheless has done widespread damage—has 
utilized to the fullest extent the broad reach of our telephone and postal systems 
to prey upon American investors. The materials exhibited to us show that their 
promotions have been attended by the rankest sort of fraudulent misrepresenta- 
tions, apparently without any conscientious or moral restraint. It would appear 
further that the victims of these schemes have been the relatively unsophisticated 
investors who obviously are most in need of the protection of the securities laws 
we have enacted. 

The Commission also has advised us of the steps they have taken to meet this 
problem. They have conducted numerous investigations as the result of which 
indictments against the offenders have been returned in various parts of the 
country. The indictments have had small effect because of inability to appre- 
hend the violators. In some cases where persons subject to such indictments 
have been apprehended within our borders, they have forfeited bail bonds in 
amounts as high as $50,000 and returned to Canadu. The extradition arrange- 
ments presently in force between Canada and the United States are such that our 
Government cannot secure the rendition of such persons to answer to the indict- 
ments issued against them. 

The Commission also has enlisted the aid of the Postmaster General in an 
effort to compensate for the shortcomings of our present treaty arrangements. 
The Postmaster General, acting upon reports of investigation furnished to him 
by the Commission and by his own inspection service, has issued numerous postal- 
fraud orders designed to close the mails to these fraudulent schemes. These 
orders have had some good effect, yet it has been virtually impossible to police 
them thoroughly with existing personnel. Moreover, the offenders have been 
most resourceful, through changes of address, etc., in minimizing their effective- 
ness. In addition to these enforcement steps, widespread publicity has been 
given to the problem in an effort to acquaint investors fully with the dangers 
involved in this area, and to urge them to investigate before they invest in such 
promotions. 

It would appear that these various efforts have had a beneficial effect, partic- 
ularly in recent months. They have been implemented by what appears to be a 
new understanding on the part of Canadian securities regulators as to the mutual 
nature of the problem that the operations of this fringe group of ‘“‘stocketeers”’ 
presents. The offending group recently has received notable, although not 
necessarily permanent, set-backs, and at the present time many of them have 
gone under cover. 

The Securities and Exchange Commission, however, has insisted at all times that 
the only sound base upon which enforcement efforts in this country ean be pre- 
mised is the amendment of our existing Extradition Treaty with Canada so that it 
will cover modern securities fraud techniques. In 1940, after an unsuccessful 
attempt had been made to obtain extradition for securities fraud under the present 
treaty, efforts were begun to secure its revision. As you will recall, in 1942 our 
Senate ratified a somewhat broad treaty covering both violations of registration 
requirements and fraud. Unfortunately, the objections raised to this treaty in 
Canada were such that it never passed the committee stage in the Canadian 
Parliament. A similar effort at revision failed in 1945. Since that time the prob- 
lem has become more acute, and the Securities and Exchange Commission, through 
the State Department, has continued to press for negotiation of a new treaty and 
to participate in discussions with representatives of the Government of the Domin- 
ion of Canada to that end. In balance, it was determined by all of the eovern- 
mental authorities involved that, since the major objection raised in Canada to our 
last anendment attempts had related to the securities registration aspects of the 
proposal, on this occasion it would be in the public interest to narrow our extradi- 
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JANUARY 30, 19! 

The Honorable J. ALLEN FREAR, 
United States Senale, Washington, D. C. 
DeAR SENATOR FrREAR: [ have vour recent letter relating to the supplementary 
extradition convertion with Canada. Yesterday, which was the first meeting of 
our committee subsequent to the receipt of your letter, T took the matter up with 
the committee. The members appreciat d very much your offer to assist in the 
consideration of the convention, and agreed that the members of your group 
should be invited to join with us in considering it after the creation of a subeom- 
mittee. You will hear from me when the time arrives to conduct the hearines 
T gather from your letter that von feel the issue is important and that it should b 
handled as exneditiously as possible. 
Sincerely, 


Tom CoNNALLY, Chairman. 
Senator SpARKMAN. Thank you very much. I have enjoyed this 
hearing. 
(Whereupon, at 4:40 p. m., the hearing was adjourned.) 





